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Universal basic income (UBI) is gaining momentum worldwide. Switzerland held a referendum on the introduction of a nationwide UBI (which it rejected) in 2016, is currently testing it for some people, and India is considering replacing its welfare state with a UBI. 2 The UBI is an unconditional cash payment that fl ows monthly from the state budget to everybody. It is transferred from public to private accounts throughout an entire lifetime, from birth to death, without any application or preconditions to be fulfi lled by the benefi ciary. It is supposed to cover the socio-cultural subsistence minimum. However, the determination of this minimum level of subsistence is a political and not an economic decision.
The UBI is guaranteed to each member of society as an individual legal claim. It fl ows independent of employ- Thomas Straubhaar, University of Hamburg, Germany.
Thomas Straubhaar

On the Economics of a Universal Basic Income
End of previous Forum article The UBI is a complete substitute for all other publicly financed support, and consequently, the social welfare state as we know it would be replaced by one single payment -the UBI. It would be fi nanced by taxes, and not from wage contributions raised from workers' payrolls, as is currently common in some European countries. In its most stringent form, it would be designed as a single universal transfer combining in one single instrument all individual direct taxes and transfers or subsidies fl owing from public coffers to individuals. 3 The idea of a UBI is not new. 4 The origins go back to the 19th century. Among the best-known advocates of a UBI in the 20th century were the British economist and politician Juliet Rhys-Williams as well as the US economists and Nobel laureates Milton Friedman and James Tobin. As early as 1943, Rhys-Williams proposed a social security transfer that would cover the minimum subsistence level. For Rhys-Williams, the abolition of a degrading "petition" and the distrustful control by state authorities were the decisive advantages of ensuring citizens' livelihoods without preconditions.
5
In the 1960s, Friedman developed the concept of a negative income tax as a coupling of income tax and social transfers.
6 James Tobin developed the "case for an income guarantee" that was based on the negative income tax.
7 These ideas were further developed by the former Harvard economist Philippe Van Parijs, who brought for- 
Why now?
Nowadays, one of the strongest tailwinds for a UBI comes from rapid technological change. For example, Erik Brynjolfsson and Andrew McAfee worry how human work in the "second age of the machine" could withstand robots with artifi cial intelligence (AI). 9 The development of robotics and AI may result in a substitution/replacement of the human labour force. A large part of the work now done by people could be taken over by robots. Consequently, jobs will be lost and it remains uncertain how many new jobs will be created to replace them. Thus, concerns are rising about the future of employment, the viability of social welfare and the fi nancial stability of social security systems. Furthermore, tax systems that rely on labour income might come under pressure, because robots do not pay taxes (or make contributions to social security systems). Finally, technological change may result in increased inequality within a society and a stronger polarisation between capital owners and the labour force -especially the lower-skilled workers.
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Some scholars argue for a kind of "robot tax": …for the preservation of social cohesion and prosperity, the likelihood of levying tax on the work performed by a robot or a fee for using and maintaining a robot should be examined in the context of funding the support and retraining of unemployed workers whose jobs have been reduced or eliminated… 11 However, taxing robots is a misleading economic policy. 12 It would slow technological progress, retard capital intensity and thus negatively affect the competitiveness of workers. Jobs might not be lost to robots but to foreign competitors making use of robots. A "robot tax" would therefore harm the very people it claims to protect. Robots are not the enemy but rather the friend of the work force -they make labour more productive and therefore have a positive impact on wages and competitiveness. 12 The problems start by defi ning what a "robot" is. When is a high-tech machine or a computer-assisted automat -like a sophisticated vending machine -a "robot" (that would be taxed) and when is it just a machine or a computer (that would remain untaxed)?
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New technologies have always led to a reduction in jobs in the short run but more prosperity in the long run.
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Therefore, taxing robots would be shooting oneself in the foot.
Many scholars, such as Nobel laureate Christopher Pissarides, believe it is important to search for more clever strategies to cope with the challenges of digitisation:
…we need to develop a new system of redistributions, new policies that will redistribute inevitably from those that the market would have rewarded in favour of those that the market would have left behind. Now, having a universal minimum income is one of those ways, in fact, it is one I am very much in favour of, as long as we know how to apply it without taking away incentive to work at the lower end of the market.
14 In his last years, British economist Anthony Atkinson was also looking for new forms of social security. Of these, perhaps the most discussed is the idea of a "citizen's income" or a "basic income", whereby a universal benefi t is paid individually to all citizens. … If the EU is to go down the basic income route, then a natural starting point is with an EU basic income for children.
15
In his very last book, Atkinson went a step further by proposing that "there should be a capital endowment (minimum inheritance) paid to all at adulthood". 16 Finally, it is by no means a coincidence that managers of leading companies in the fi eld of digitisation are very much in favour of an unconditional basic income. They experience daily how unmanned drones replace the postman, clever sorting machines make human hands superfl uous and digitalised logistic solutions increasingly eliminate even qualifi ed work, rendering many blue-collar as well as white-collar jobs obsolete. No wonder that Timotheus Höttges, CEO of Deutsche Telekom, said that the UBI "could be a solution -not today, not tomorrow, but in a society that will go through the fundamental technological change of digitisation."
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Compared to a robot tax, a UBI does not focus on the process but on the outcome of an economic activity (i.e. the value added). A UBI would allow the taxation of the total value added and not just the "robot" labour, which would lead to a (negative) distortion of relative factor prices for labour and capital. Taxing value added at the end of the production process just at the moment when value added is leaving the production site and is distributed to the production factors in the form of wages for labour, or interests (or dividends) for capital owners, or profi ts for the shareholders (or the owners of the robots), looks like the most promising response of the welfare state to "digitisation". As soon as value added reaches people (i.e. workers, capital owners or shareholders), the treasury should tax the benefi ts of economic activities (and the outcome of a positive interaction between man and robots). The best response to the impact of robots on jobs and on the welfare state is not to tax the robots but rather to tax the owners of the robots.
Is the UBI economically effi cient?
The UBI is an adequate and effective way to adjust the concept of the social market economy to the age of digitisation, globalisation and the long-term trends that go along with a demographically ageing society. It is an efficient reaction to the increasing polarisation between (human) capital owners and less qualifi ed workers who must fi nance their lives with labour income stemming from lowpaid jobs.
18
The social market economy follows a simple principle: it wants to "dissolve a merely imaginary contradiction between liberal and social worldviews in the peaceful way of 17 Telekom-Chef Höttges für bedingungsloses Grundeinkommen, in: Zeit-Online, 29 December 2015, author's translation, available at http://www.zeit.de/wirtschaft/2015-12/digitale-revolution-telekomtimotheus-hoettges-interview. 18 See T. P i k e t t y : Capital in the Twenty-First Century, Cambridge, MA 2014, Harvard University Press. There is a debate as to whether inequality has risen and what might be the reasons for increasing polarisation. However, if robots are replacing workers and are increasing capital intensity and labour productivity, "the good news is that output per person rises. The bad news is that inequality worsens, for several reasons. First, robots increase the supply of total effective (workers plus robots) labor, which drives down wages in a marketdriven economy. Second, because it is now profi table to invest in robots, there is a shift away from investment in traditional capital, such as buildings and conventional machinery. This further lowers the demand for those who work with that traditional capital." A. B e r g , E.F. B u f f i e , L.-F. Z a n n a : Robots, Growth, and Inequality, in: Finance & Development, Vol. 53, No. 3, September 2016, p. 11.
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social irenics", which means with harmonious reconciliation. 19 Freedom and social justice, market effi ciency and social equilibrium are not mutually exclusive -indeed, they are mutually dependent.
The simplicity of the basic idea makes the concept of the social market economy so powerful. The main focus lies in the separation of allocation and redistribution. "The fundamental meaning of the social market economy is to link the principle of freedom in the markets with the principal of social balance." 20 A free market economy based on the principle of free allocation of production factors and prices that refl ect supply and demand in competitive markets creates the greatest possible value added. Generating the highest value added possible is the most powerful precondition for the socially oriented redistribution from the economically strong to the economically weak.
While the extent of redistribution requires a (normative) political discussion, the (positive) economic analysis can convincingly demonstrate that a "blind" social policy is the most effective, most effi cient and thus the most equitable social policy. 21 An effi cient social policy should support people, and not specifi c factors of production or regional or sectoral industries. Furthermore, it should refrain from paternalistic behaviour and simply fl ow unconditionally. The fundamental aim should be to redistribute some degree of purchasing power from people with higher incomes to those with lower incomes. Direct individual payments to economically weaker people are more targeted, less expensive and more effective than indirect measures which require the fulfi lment of specifi c criteria, particular preconditions or certain behaviours, for example, the requirement of being employed or at least searching for employment, or the attainment of a specifi ed age.
It is part of the tragedy of a misunderstood social policy that it attempts to reach a political goal with unsuitable means. Social-politically motivated interventions in the markets' mechanisms are inappropriate. In many cases, they provoke outcomes that are the opposite of what should be achieved. They lead to unnecessary duplicate structures and an expensive bureaucracy. Many people receive fi nancial support through the current procedure via the social insurance system, only to have that support contradicted through the tax system.
The UBI completely replaces today's social insurance systems. At fi rst glance, this may appear to be a dismantling of social rights and claims. On closer inspection, however, it becomes clear that such a judgement is based on a fallacy.
Using Germany as an example, the country's current social insurance schemes are neither effi cient, nor do they achieve their socio-political objectives with the required precision. Redistribution is a public good and therefore a (normative) political goal that should be fi nanced by taxes. Insurance is a mathematical calculation. It would therefore be suffi cient to ensure that insurance works effi ciently and to concentrate on the effi cient allocation and management of risks (and not to overload the capacities of insurance with redistribution issues). Fairness and goals of justice should be approached with specifi c instruments for redistribution -not with insurance. The negative income tax aspect of a UBI completely fulfi ls this basic requirement of the social market economy concept.
Insurance payments should therefore be calculated according to purely actuarial rules and should be paid by the insured themselves. It is only after this effi ciency requirement is satisfi ed that the social policy component begins: those who are fi nancially unable to pay the individual insurance contribution should receive state subsidies. Inevitably, these state subsidies would have to be fi nanced not by wage levies but by general taxes. And of course, it is a normative question that is up for political debate regarding the kinds of risks a basic insurance should cover and the degree to which public subsidies should allow poor people to pay private insurance fees to cover basic risks.
Even the concept of "equal funding" (meaning that employers and employees are both responsible for similar shares in the fi nancing of social security payments) is misleading. As a technical matter, these payments are indeed split into separate parts -one that goes directly to the worker and another that goes to the social security system. In fact, however, it is always the employee who pays the entire amount, and it is his or her money -and not the employer's -that fl ows into the social security systems. From the employer's point of view, contributions to pension insurance are simply costs, and whether such payments are made directly to the employee in the form of higher wages or into a social security system is immate-Forum rial. Without "equal funding", therefore, the gross income of employees would be correspondingly higher.
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Neither the transparency nor the ineffi ciency of today's social insurance is necessary. Social policy measures can be strictly separated into redistribution and insurance instruments. A clear separation into the generation (allocation) and distribution of (market) income would be necessary. It is precisely this separation that makes the social market economy such a successful concept. It is also the core of a UBI.
The UBI follows the principle that economic effi ciency and social justice are not opposites. They can be harmoniously combined and, moreover, they complement one another. "The unconditional basic income unites the social with the liberal: it is liberal because it is unconditional, and social because it is for everyone. It is equal for everyone -and at the same time allows everyone to be different."
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Like the social market economy, the UBI consistently separates the allocation of income and the distribution of income. It frees the labour market from social-political redistribution tasks. But it also corrects the distribution effects of the labour market. It takes something away from the better-off to give it to those who earn little or nothing.
Freedom, personal responsibility and competition should enable an effi cient allocation of production factors. In a fi rst step, a free market economy would allow the maximising of the value added. In a second step, goals of justice, fairness and the guarantee of equal opportunities provide good reasons for a complementary social policy. However, to achieve and to secure social aims is a duty for all and not just a task for the payrolls of lower-paid workers. Therefore, equity and distribution intentions ought to be fi nanced through taxation levied on all kinds of incomei.e. stemming from all different forms of labour and capital income.
The UBI wants to create the best possible (pre-)conditions for people willing to work. If as many people as possible are working in (well-paid) jobs, there are also more 22 For Germany, the concept of "equal" or "parity"-fi nanced social insurance has become a myth anyway. The principle of equivalence has been ignored for decades. The payoffs outweigh the payments by far. Balance is only reached thanks to an increasing infl ow of additional public money stemming from taxes (and not from contributions). funds available for the support of the economically weak. That is why everything must be done to enable people to work and earn their own incomes. The UBI empowers people, irrespective of gender, age and preconditions. It makes it easier for people to live according to their own ideas, wishes and norms. Not everyone will take advantage of these opportunities, but at least the options are open to everybody.
The UBI would empower people to more readily take on some risks of daily life. If people are assured that a failure will not lead to a bottomless case of destitution and poverty, and that their subsistence minimum is secured, they will assess future challenges as opportunities rather than threats. This applies to all people, and not just to those who behave in accordance with social norms and traditional values or behaviours. On the contrary, nonconformists often help to see the world through different eyes and from novel perspectives. New ideas and innovative solutions can emerge from the new thinking of outsiders.
The economics of insurance behaviour can convincingly show that insured people are willing to accept more risks. 24 And a larger share of risk-takers within the total population correlates positively with the macroeconomic performance of a society. This empirical observation is the justifi cation for compulsory insurance, for example motor vehicle liability insurance or health and accident insurance. However, the positive correlation between being insured and taking more risks also contains sound economic reasons for a state social policy which serves the purpose of securing the subsistence minimum for everybody.
Is the UBI socially fair?
In spite of the radical rhetoric that some proponents use, the UBI is nothing but a fundamental tax reform. 25 It unites as a universal payment in a single instrument all personal government transfers (or subsidies) and direct taxes. The UBI follows the concept of a negative income tax and enables a politically determined redistribution goal to be achieved much more precisely than with today's principle of a tax system combined with a social insurance system. The UBI, in the form of a negative income tax, solves two problems with one simple and transparent instrument.
As Table 1 shows, a UBI would be accurately targeted, as the net tax burden (in euros) increases as people's incomes rise. And as Figure 1 demonstrates, the net tax rate (in per cent) also increases along with income. That means that in both absolute and relative terms, higher incomes are more heavily taxed. The UBI tax-transfer system is progressive, and progressive taxes are regarded as just taxes because the broad shoulders of the economically strong must carry more common burdens than the smaller shoulders of the weak. The UBI thus fulfi ls the requirements of a fair and just tax system. The UBI replaces the activating, controlling and thus paternalistic social policy of indirect aid with unconditional direct cash payments. However, this also explains why social bureaucracy and trade unions might oppose a UBI. They would lose infl uence and power in this new construction of the welfare state. The minimum wage would be replaced by a state-guaranteed minimum income, and the state would no longer have to worry about job creation or unemployment. Active public labour policies would become superfl uous, which would save administrative costs.
Direct aid is more economically sensible and socially just than indirect actions, which are always associated with leakage in the form of bureaucracy and false incentives. Indirect interventions in the labour, education, health, insurance or housing markets are comparatively more expensive, imprecise and unjust.
Is the UBI fi nancially viable?
The fi rst and most important question about the fi nancing of a social system is not specifi c to the UBI, but it must be asked anyway. It is the fundamental question of what expectations a society has of its social system. Once this question is answered, various alternatives have to be examined according to their effi ciency and effectiveness in achieving their intended goals. Which instruments best meet the political objectives? It is then necessary to determine via the political decision-making process which costs the population is willing to bear for what kind of welfare state. Only after these questions have been answered should the debate turn to the economic consequences and fi nancial viability of these politically desired objectives.
Determining the UBI level is necessarily a political decision. Economists can only argue that a high UBI would require high tax rates (and vice versa) in order to fi nance it. And high tax rates normally decrease incentives to work, because they have a negative impact on the available income.
Of course, the question of the fi nancial level and the extent of the subsistence minimum is a controversial and politically charged issue. And it cannot be ruled out that parties could be tempted to promise (unrealistically) high UBIs prior to elections. But this is by no means different from current practices. Competition for the electorate is part of democracy. A population must decide through democratic procedures whether it wants the subsistence level to be high or low, and whether it is willing to accept the consequences of this decision -including the high (or low) tax rates required for the funding of the UBI. Table 1 Gross and net income, gross and net taxes, net tax rate in euros N o t e : Based on assumptions of a UBI of €12,000 per year and a gross (fl at) tax rate of 50%.
S o u r c e : Author's elaboration. Forum what is feasible. The goal is to launch a broad normative discussion about how much society is willing to pay for a social security system, and what risks and opportunities are associated with various alternatives.
Conclusions
The UBI is indeed a radical change of the social system. But it is both fair and liberal. It treats everyone equally. People with higher incomes pay more taxes than people with lower or no incomes -in both absolute and in relative terms. The minimum subsistence level is guaranteed to everybody, and people with no income receive net transfers. They will be supported by society without preconditions. However, assuming a moderate fi xation of the subsistence level (i.e. one that corresponds to the current situation), most people would continue to pay more in taxes than they would receive from the public coffers through a UBI.
Although the UBI is neither perfect nor easy nor costless to introduce, it is more worthwhile than ever to contemplate a radical change to the system. While a UBI may still seem utopian to many opponents, sometimes the longterm risks of radical changes are lower than the risks associated with a continuation of the existing system. Holding on to obsolete concepts for too long provokes not only social and political pressures as a consequence of increasing polarisation, but it basically endangers the understanding and acceptance of the concept of solidarity, especially among the younger generation.
Like the social market economy, the UBI reconciles economic effi ciency and social security. It is radical, but also just. It is liberal and contemporary. That is why it offers the best social-political prerequisite for "prosperity for all" in the 21st century.
Turning again to Germany, the federal government already presents a "report on the amount of the minimum subsistence level of adults and children to be tax-exempt", i.e. the minimum subsistence rate, every two years. 26 Therefore, the political determination of the subsistence minimum in the context of a UBI would not be new but rather the continuation of long-established political procedures.
A UBI of €1,000 every month is a plausible fi gure for Germany. It corresponds to today's expenditure for the social security system. The total public budget for the social state currently runs to about €900 billion. 27 On a per capita basis, this amounts to about €11,000 per year -money that would be available to each individual annually via a UBI.
A cross-check with the public income side reveals that €1,000 per person per month seems feasible. If a tax were levied on all German value added, a tax rate of less than, but close to, 50% would be suffi cient to fi nance all public expenditures. 28 Admittedly, the €1,000 fi gure is not the outcome of a sophisticated scientifi c microsimulation with dynamic adaptation mechanisms to catch behaviour changes of people, companies and politics. Rather, it is a rough back-of-theenvelope calculation to attain a plausible estimation of
